REVISED - AGENDA
EXECUTIVE FINANCE COMMITTEE
July 23,2009 at 1:30 P.M.
Location: Treasury Conference Room, KC Admin. Bldg., Room 610 (6™ Floor)

Committee Members Councilmember Larry Gossett, Chair; Bob Cowan, Director OMB; Ken Guy, Director FBOD;

Jim Buck, County Administrative Officer

Staff: Scott Matheson, Treasury Operations Manager; Mike Smith, Investment Officer;
Dave Turley, Financial Accounting Supervisor

AGENDA ITEMS

9.

Action: Approval of Minutes of the June 25, 2009 Executive Finance Committee meeting. (page 2)

Briefing & Action: Briefing on the input from the Investment Pool Advisory Committee (IPAC) regarding options being considered
to implement SSB 5539. Action: Selection of an option to implement on July 27 (Addendum — Pages 1-2)

Briefing: Update on the status of Victoria Finance commercial paper (page 3)
Ken Guy, Finance Director

Briefing: Update on the status of investment pool infrastructure improvements.
Ken Guy, Finance Director

Briefing: Update on the variable rate history for the 2009 ng County Multi-Modal LTGO Bonds (page 4).
Ken Guy, Finance Director

Briefing: June 2009 Investment Summary
Investment Purchase Summary (page 5)
King County Investment Pool Summary (page 6)
Issuer Diversification and Credit Exposure Report (page 7)
Investment Performance Review & Impaired Pool Summary (pages 8-14)
Interest Rate Summary (page 15)
Mike Smith, Investment Officer

Action: Committee’s direction for investment of idle cash balances of specific County funds not needed for immediate expenditure.

Staff Recommendation:  Direct the Treasury to maintain the maximum average duration of the core portfolio at the 1.25 to 1.8
year range (no change from last meeting) and the maximum average maturity for the liquidity portfolio at 30 to 120 days (no
change from last meeting).

Mike Smith, Investment Officer

Briefing: Interfund Borrowing for June 2009

e  Automated Lending & Borrowing. County Tier 2 Funds — Interest on Interfund Loans (page 16)
e Pooled Tier 1 County Funds with Negative Cash Balances (pages 17)

e  Excluded County Funds with Negative Balances - Tier 2 Funds Not Paying Interest (page 18)
Dave Turley, Financial Accounting Supervisor

e Interfund Loans Among Non-County Funds (pages 19-20)
e Interfund Borrowings from Surplus King County Cash (KC Code 4.24) - EFC Approved Loans (page 21)
Mike Smith, Investment Officer

Executive Session: Discussion of potential litigation with legal counsel (RCW 42.30.110, (l)(l) )

OTHER BUSINESS
ADJOURNMENT
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MINUTES
EXECUTIVE FINANCE COMMITTEE

June 25, 2009
The Executive Finance Committee (EFC) Meeting was held June 25, 2009 at 1:30 p.m.

Members Present Others Present Others Present (Continued) Members Absent
Ken Guy i\)/[ltcgael Skﬁnsky Caroline McShane Bob Cowan
Jim Buck Da a]{na;: er . Scott Matheson
Larry Gossett P ave ;;hely Mike Smith
Hall Walker (For Bob Cowan) o883 “&1 Ken Goodwin, Woodinville WD

Tim Aratani Kevin A. Fuhrer, Covington WD

William Nogle ) ’

ACTION ITEMS
1. Minutes — The Committee approved the Minutes of the May 28, 2009 EFC meeting.

2. Investment Direction — The Committee unanimously approved the Treasury recommendation to maintain the maximum average
duration of the core portfolio at the 1.25 to 1.8 year range and maintain the maximum average maturity for the liquidity portfolio at
30 to 120 days.

BRIEFINGS

1. Update on Victoria’s Status — The Committee was provided a handout that reflected the recovery payment that is expected on July
15", With the receipt of the July 1%'cash payment the total recovery to date on Victoria will be approximately 24% of the initial
investment. The Committee was also informed that the formal restructuring will now mostly likely occur in the last quarter of 2009.
Finally, dealer prices are still at such low levels that continuing to receive monthly recovery payments continues to remain the most
attractive option at this time.

2. Update on Investment Pool Infrastructure Projects — The Committee was informed that Public Financial Management (PFM) has a
new 5-year contract as the pool’s financial advisor. The Committee was also informed that the responses to the investment system
RFP are being evaluated and that the goal is to have the new systems in place by September 2009. Additionally, the security
safekeeping contract is out to bid and responses are due shortly. The Committee was notified that the next meeting of the Investment
Pool Advisory Committee (IPAC) was scheduled for 7/9/09 and that the hiring of a Credit Analyst continues to be on hold because of
the uncertainties created by the recent passage of SB 5539.

3. Multi-Modal Variable rate LTGO Bonds — The Committee was informed that the variable rate bonds were still meeting goals and
expectations. ' :

5. Investment Review for May 2009 — The Committee was provided a review of investment performance, activity, and the distribution
of investment holdings by maturity, security type, credit rating, and issuer. Analysis of actual versus budgeted amounts for pool
earnings and fees were reviewed. The Committee was also briefed on the current interest rate and economic environment.

6. Interfund Borrowing — The Committee was provided a review of interfund borrowings during May 2009

OTHER BUSINESS
None

EXECUTIVE SESSION v :

The meeting was recessed into Executive Session at 2:17 pm to discuss with legal counsel litigation or potential litigation to which the
County is or is likely to become a party when public knowledge regarding the discussion is likely to result in an adverse legal or financial
consequence to the County. The meeting reconvened at 3:25pm and was adjourned. '

MW

Scott Matheson, Treasury Manager
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Victoria Recovery Status Projected Through July 1, 2009

Original Cost

Original Par
Less Accrued not distributed

$ 53,300,000.00

$

420,537.00

$ 51,937,148.61

Adjusted Par

$ 52,879,463.00

Recovered to date*

$ 12,501,289.47

23.6%

Par Amount Outstanding
Original Cost Outstanding

$ 40,378,173.53
$ 39,435,859.14

*Receipts:

12/22/2008 $ 7,990,692.29
1/6/2009 $ 435,066.58
2/3/2009 $ 454,283.36
3/3/2009 $ 369,419.26
3/18/2009 $ 339,627.49
4/2/2009 $ 865,332.96
5/1/2009 $ 1,084,978.37
6/1/2009 $ 475,8563.92
7/1/2009 $ 486,035.24

Total $ 12,5601,289.47
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Report to the Executive Finance Committee
Variable Rate History for the 2009 King County Multi-Modal LTGO Bonds
June 2009

King County Multi-Modal LTGO 2009 vs. SIFMA
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(1) Includes remarketing, liguidity and rating fees.
(2) 70% of the forward rate for 3-month treasury as of June 30, 2009.

Prepared by Seattle-Northwest Securities Corp.
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INVESTMENT PURCHASES SUMMARY

JUNE 2009
OVERNIGHT REPOS
TOTAL AMOUNT AVG AVG
DEALER BUYS OF REPOS DAYS YIELD
CREDIT SUISSE . 21 $2,175,000,000 1.34 0.22%
AGENCY COUPONS
TOTAL FACE AVG AVG
DEALER BUYS AMOUNT TOTALCOST DAYS YIELD
GOLDMAN SACHS 1 $ 25,000,000 $ 24,976,250 77500 1.67%
UBS FINANCIAL 1 25,000,000 24,940,000 1,096.00 2.23
TOTAL 2 $50,000,000 $49,635638 935.02 2.00%
TREASURY NOTES
TOTAL FACE AVG AVG
DEALER BUYS AMOUNT TOTALCOST  DAYS  YIELD

CANTOR FITZGERALD

1 | $25,000,000  $24,763,192

721.00 1.37%

CREDIT SUISSE 1 50,000,000 49,965,719 726.00 0.91
TOTAL 2 $ 75000000 $74728911 72434 1.07%
CERTIFICATES OF DEPOSIT
- TOTAL AMOUNT AVG AVG
DEALER BUYS OF CDs , DAYS YIELD
KEY BANK 1 $ 218,729 120.00 0.02%
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DATE:

Maturity Range

1-29 Days

30 - 59 Days
60 - 89 Days
90 - 119 Days
120 - 149 Days
150 - 179 Days
180 - 364 Days
1-2Years
2-3Years
3-4Years

4 -5Years

5+ Years

TOTAL

Security Type -

KING COUNTY INVESTMENT POOL SUMMARY

07/17/2009

Amount
Invested

930,809,032
25,000,000
224,578,660
99,840,750
183,301,390
161,826,885

770,208,801

1,027,947,762
338,786,527
200,000,000
0

59,132,020

4,021,431,826

Repurchase Agreements
Certificates of Deposit
_State Investment Pool
Commercial Paper
Bankers' Acceptances

Treasuries
Agencies

Mortgage Backed Securities.

~Municipals

TOTAL

Average Yield =
Average Days to Maturity =

Percent of
Portfolio

23.1%
0.6%
5.6%
2.5%
4.6%
4.0%

19.2%

25.6%
8.4%
5.0%
0.0%
1.5%

100.0%

Amount
invested

15,000,000
560,453,274
490,543,709

0

0

677,328,743
2,203,974,079

59,132,020

15,000,000

4,021,431,826

1.73%
432.27

Cumulative
Percentage

23.8%
29.4%
31.8%
36.4%
40.4%
59.6%
85.1%
93.6%
98.5%
98.5%
100.0%

Percent Of
Portfolio

0.4%
13.9%
12.2%

- 0.0%

0.0%

16.8%

- 54.8%
1.5%
0.4%

100.0%
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Average
Yield.

1.10%
0.73%
0.75%
0.32%
1.56%
0.80%
1.66%
1.97%
1.96%
5.21%
N/A
4.51%

Limits

40%
20%
100%
25%
40%
100%
75%
25%
20%



KING COUNTY INVESTMENT POOL

ISSUER DIVERSIFICATION AND CREDIT EXPOSURE
6/30/09

Credit Agency Ratings (1)

Bank Ratings (2)

Safe & Sound
CDs --7.5% PER ISSUER. IDC RATING: 3 OR BETTER Book Value % of Portfolio S&P  Moody's  Fitch IDC | StarRating
U.S. Bank 207,000,000.00 4.9% A-1+ P-1 (NO)  F1+ 1 bl
Bank of America : 200,000,000.00 4.8% A-1 P-1 F1+ 2 ok
Key Bank (100% FDIC-Insured, Overnight deposits) 196,453,273.90 4.7% A-2 (NO) P-1(NO) F1(NO) 3 **
REPURCHASE AGREEMENTS -- 10% PER ISSUER
Credie Suisse USA 79,000,000.00 1.9% A-1 P-1 (NO) F1+
INVESTMENT POOLS -- 100% PER ISSUER
Washington State Treasurer's LGIP 490,241,549.15 11.7%
U.S. GOVERNMENT (Full Faith & Credit) -- 100% PER ISSUER
U.S. Treasury Obligations 677,328,743.26 16.1% AAA Aaa AAA
MUNICIPAL OBLIGATIONS ({Taxable) -- 5% PER ISSUER. CREDIT RATING OF AT LEAST "A”
City of Phoenix, AZ 15,000,000.00 0.4% AAA Aal
FEDERAL AGENCY OBLIGATIONS (GSEs) -- 5§0% PER ISSUER
Federal National Mortgage Association (FNMA) 700,668,836.23 16.7% AAA Aaa AAA
Federal Home Loan Bank (FHLB) 650,458,132.93 15.5% AAA Aaa AAA
Federal Home Loan Mortgage Corporation (FHLMC) 611,570,024.41 14.6% AAA Aaa AAA
Federal Farm Credit Bank (FFCB) 371,327,027.66 8.8% AAA Aaa AAA

4,199,047,587.54 100.0%

(1) The table in the lower-right comer gives the range of
investment grade credit ratings.

(2) IDC Bank ratings are provided by IDC Financial Publishing:
1=Superior, 2=Excellent, 3=Average, 4=Below Average,
5=Lowest. Safe & Sound Star Rating is a bank rating service
provided by Bankrate.com: *****=Superior, +*=Sound,
ww=pearforming, **=Below Average, *=Weak.

Note:(NW) equals negative credit watch, (NO) equals negative outlook & (PO) equals positive outlook.
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S&P
Moody's

Fitch

Overview of Rating Agency Credit Scores
TONg ey

Short-term t
Grade
Highest Lowest
A-1+ A-3
P-1 P-3
F1+ F3

Grade

Highest
AAA
Aaa

AAA

Lowest
BBB-
Baa3

BBB-




KING COUNTY INVESTMENT POOL

EARNINGS DISTRIBUTION RATE

+ 3.00
5.00%
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1.00% 1 & . . \ A a——t——t——" | 050
. & — A A ok e - 069 o066 074 T
053 050 050 0.52 053 061 064
0.00% . : 044 — ; 047 : 0.48 ; ; ; ; ; ; 0.00
Jun-08 Jul-08 Aug-08  Sep-08 Oct-08 Nov-08 Dec-08 Jan-09 - Feb-09 Mar-09 Apr-09 May-08 Jun-09
—=—MONTH AVERAGE (1) —4&—DURATION |
(1) Not adjusted yet for realized losses on commercial paper investments.
, AVERAGE BALANCE
/
6,000
5,000 L6 ;ii 4,317
4,212 X
: ' 3,009 | 4064 | 3905 | 4,081 AN 4,016
4000 0\\; *- . 5 e N, 3717 | 3627 | qcau 3’9% \.
i ——— > o,::‘;/
2 hd —
]
% 3,000
P ' 1,974 2,046
© 2,000 1641 _pg—_l—
1'088‘ 1,075 | 1,024 920 880 980 981 1,027 1,132 1,245 /./
1,000 -—.==.'—'-—'.—--=.==—_—.==—.——+_.¢=_.—_
Jun-08  Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08 v Jan-09 Feb-09 Mar09 Apr-09 May-09 Jun-09
~i— AVVERAGE CORE MAX. CORE(PER K.C. POLICY)——— AVERAGE TOTAL RESIDUAL I
CX FUND YTD INTEREST EARNINGS
June 30, 2009
BUDGET (1) ACTUAL DIFFERENCE
YTD AVG BALANCE (millions) $155 $161 , $6.4
YTD YIELD 2.43% 1.88% -0.55%
INTEREST DISTRIBUTION ($) $1,859,489 $1,500,063 ($359,426)
AUTOMATIC INTEREST ($) $0 $9.399 $9.399
TOTAL INTEREST ($) $1.859.489 $1.509,462 (8350,027)
YT1D POOL FEE REVENUE
BUDGET ACTUAL DIFFERENCE
POOL FEE DUE TO CX $2,350,000 $2,281,636 ($68,364)
POOL FEE DUE TO FBOD $39,000 $43,760 $4.760
TOTAL YTD POOL FEES 2,389.000 2,325,395 : ($63.605)

YTD TOTAL POOL
DISTRIBUTION - $40,875,121

(1) Average budgeted yield for the entire year is 2.4% (simple average).
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4.00%
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LIQUIDITY POOL

COMPARATIVE EARNINGS RATES

.96%
.7B%
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—fi—~KC LIQ. POOL (1)
—a—MONEY FUND

— - — STATE POOL

(1) Not adjusted yet for realized losses on commercial paper investments.

COMPARISON OF AVERAGE DAYS TO MATURITY
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Sources:

Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08 Jan-09 Feb-09 Mar-09 Apr-09 May-09 Jun-09

l:-I—-KC LIQ. POOL — - — STATE POOL —&—MONEY FUND

Money fund data:

State Pool data:

Monthly State of Washington Local Government investment Pool report.

IBC/Donoghue Money Fund Report Averages seven day money market fund indexes.
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CORE POOL

COMPARATIVE MONTHLY MARKET YIELD RETURNS

6.00%

5.00% |

4.00% t

3.17%
3.03% 2.96%
) 2.88% 5 759

3.00%
2.96% 2.87%

~ 3 0, .
2.00% 2.36 140% 143% 1.57%

, 1:15%  137% 1299

1.00% |
o 1.53% 1.14% 1.17%

1.16% 142% 0.95% |07%

0.00% . . . . . : . L L L — L
Jun-08 -Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08 Jan-09 Feb-09 Mar-08 Apr-09 May-09 Jun-09

|—-I—KC CORE POOL —&—MERRILL LYNCH 1-4.99

Core portfolio rate is reported as market yield, not accrual basis, and therefore the liquidity rate and core rate may not equal pool distribution rate.

COMPARISON OF AVERAGE DURATION
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050 '
0.00 . 4 4 4 4 . 4 : 4 . . 4
Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08 Jan-09 Feb-09 Mar-09 Apr-09 May-09 Jun-09
i~ KC CORE POOL —e— MERRILL LYNCH 1-4.99
Source: Merrill Lynch index: Bloomberg Financial Markets
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MORTGAGE-BACKED POOL

COMPARATIVE MONTHLY MARKET YIELD RETURNS

6.00% 5.55%
5.33%
5.06% O22%
5.00% F
4.80% o
4.00% + 3.84%  3.84% 3.40% 3.71%
3.00%
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2.00% } _ . 0
2.26% 2.19%
1.00% |
0.00% . 4 L L . . 4 . . . : L
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COMPARISON OF AVERAGE DURATION
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% 23 }
>.
13 F
03 |
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Source: Merrill Lynch index: Bloomberg Financial Markets
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GAIN / LOSS SUMMARY

RESIDUAL FUND: TOTAL REALIZED GAIN OR LOSS (1)

650

450

250 |

50

290 259 257 207 -188 -214 -17.7 -186 -211 267 -302 -289 -26.7

$ Thousand

(150)

(350)

(550) F

(750) -
Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08 Jan-09 Feb-09 Mar-09 Apr-09 May-09 Jun-08

NET UNREALIZED GAIN OR LOSS (CORE PORTFOLIO ONLY)

60
50 |
40
30 t 266 25.2

20

18.0

10

$ million

-40 ,
Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08 Jan-09 Feb-09 Mar-09 Apr-08 May-09 Jun-09

(1) Excludes losses from impaired CP
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INTEREST RATE SUMMARY

6.00% 1 Fed Treaury Yield Curve
5.50% Funds -
5.00% +
4.50% +
4.00% +
3.50% +
3.00% +
2.50% | B “
/
2.00% + A // s
I'g
1.50% + JUNO9-KING . v
COUNTY POOL .=
1.00% + 1.67%
0.50% +
(o]
0.00%
§ » & & & & & &
& 7 < 5§ = = = =
@(\b A & ':L« q_}/\ G*/\ \5\/\ < 5\«
&
—8—07/20/09 — - 06/22/09
—a—1 YEAR AGO O JUN 09 - KING COUNTY POOL 1.67%
07/20/09 06/22/09 1 YEAR AGO
Fed Fund Target 0.25% 0.25% 2.00%
3M T-Bill 0.19% 0.19% 1.74%
6M T-Bill 0.36% 0.36% 2.16%
1Y T-Note 0.49% 0.48% 2.34%
2Y T-Note 1.12% 1.13% 2.62%
5Y T-Note 2.56% 2.70% 3.33%
10Y T-Note 3.54% 3.69% 3.97%
30Y T-Note 4.33% 4.44% 4.53%
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Investment Pool Options Related to SB 5539
July 9, 2009
Introduction:

SSB 5539 is a new law impacting the administration of county investment pools and
limits fees that may be charged. The new law goes into effect on July 26, 2009. SSB
5539 made two key changes to RCW 36.29.024:

1. “actual expenses” which may be charged to pool participants are defined to include
direct and out-of-pocket costs and exclude indirect or loss of opportunity costs.

2. A county investment pool must be made available for the investment of funds of any
local government made pursuant to RCW 36.29.020.

Background: Investment Services and Cash Management Services

The County currently provides pool members a combination of investment services and
cash management services under the condition that each pool member abides by the
provisions of an interlocal agreement, which includes a fee of 12 basis points. Following
is a listing of the types of pool services currently provided

Investment Services:

e Monitoring of investment markets

e Monitor credit quality of counterparties, banks, and issuers
e Develop investment policies

e Develop investment strategies

e Report investment performance

e Purchase investment securities

e Account for all investment activity

e Arrange for safekeeping of securities

e Develop RFP and contract for safekeeping services

o Negotiate and maintain tri-party repurchase agreements
e Distribute pool earnings and provide earnings report

Cash Management Services:

e Provide daily sweep of cash balances and automatic investment

. Aggregate cash balances by utilizing ZBA accounts

e Credit bank deposits on date of deposit

e Distribute property taxes daily (State law says 1 of month)

e Charge districts funds issuing warrants when warrants clear rather than when
issued

e Cover inadvertent negative balances

Addendum (Page 1 of 2)



Investment Pool Options Related to SB 5539
July 9, 2009
e Execute wire and ACH payment requests
Options for Administering SSB 5539

'The Executive Finance Committee (EFC) is reviewing the impacts and options associated
with the new law, including consultations with the County’s attorneys. There are at least
three possible courses of action for the County to consider:

A. Continue providing the current investment services and cash management
services and charge pool members for the actual expenses of administration.

B. The county would provide all investment services but would no longer provide the
cash management services listed above. This would essentially be a return to the
service level that existed prior to the pooling of funds in which pool members
were required to provide specific and ongoing direction to the county regarding
the amount of funds to be invested and the duration.

C. Provide all pool members the basic investment services as listed above and
separately contract and bill for the cash management services. The cash
management services would be accessed by pool members via new interlocal
agreements.

Next Steps
e Discuss with Investment Pool Advisory Committee on July 9
¢ Discuss with EFC members at July 23" meeting

e Send email or letter to all pool members by July 27 announcing implementation
approach/plans for SSB 5539 ‘
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